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Chapter S-L. 9

PROHIBITED LOANS

5.1, 9.01 Statement o!’ pollcy R 5.1, 9,035 Merger; compensation :

S-L 9.2 Definitions S-L 904 Reports on interests and involve-

5-L 9.03 Conflict of interest; restrictions ) ments in businass ventures
‘on !oans and tramsactions - :

S- L 9.01 Statcment of. pohcy (1)-Bxcept for loans that are spemﬁcaily
permitted to be made to association personnel and can be consndered a
reasonable fringe benefit of employment, the public interest is not hest
served when savings and loan funds that might otherwise be available for
loans to the general public are used to benefit association insiders,-

{2) The commissioner recognizes that it is virtually impossible to an-
ticipate all situations in which the best interests of association insiders
might conflict with those of the general public or might adversely affect
the soundness of the association’s loan underwriting. However, it is the
purpose of this chapter and s. 215,21, (17) of the statutes to identify
transactions likely to result in such situations and to proh:blt them out-
right or require specific action on the part of the association’s hoard of
directors before they are permitted to oceur. Each assoctation is expected
to remain alert to other situations that may affect the soundness or ob-
%%ctl\rity of its lending program, and to make a reasonable effort to avmd

em

{3) An association, service corporation or subsidiary may make a loan
to, or enter into a transaction with, an affiliated person or a business ven-
ture in which a director, officer or employe has an interest only if:

(a) The loan or transaction is reasonably coﬁsidered to be'in the best
interests of the association; and .

(b) The sound administration and management of the loan or transae-
tion by the association, service corporation or subsidiary is reasonab]y
considered not to be adversely influenced by the conflict between the in-
terests of the association, service corporation or submdlary and the inter-
ests of the affiliaied person or business venture. . :

{4) Insured associations are also subject to federal insurance regula—
tions pertaining to insider loans, This chapter should be read in connec-
tion with those regulations.

Note: This mtroductory statement of poliey is included onIy for the purpose. of puttmg the
chapter into perspective and giving readers a better understanding of its “spirit”.

History: Cr. Register, November, 1978, No, 275, eff. 12-1-78, renum. (3) to be (4), cr. (3),
Reglster, December, 1984, No, 348, eff. 1-1-85.

S-L 9.02 Definiiions. In this chapter and's, 215.21 (17) (b) of the stat-
uteS'

(1) “Affiliated person” means:

(a) A director, officer or employe of an assomatlon, ]
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{b) A spouse or a legal dependent of a director, officer or employe of an
association; or .

(¢) A business venture in whlch a person lasted under par. {(a) or {b) has
a reportable interest.

(2) ““Association’” means a savmgs and Ioan association chartered by
this state.

(3) “Business venture means any partnership, joint venture, corpo-
ration or similar entity, but does not include any non- profit, rehglous,
charitable or fraternal organization or a eorporation in which the associ-
ation has been authonzed toinvest by the commissioner.

{4) “Commissioner’’ means the commissioner of savings and loan or
his or her authorized representative,

{B) “Director’” means a person who is a member of a board of dlrectors,
but does not include an advisory director. .

(6) “Employe” means a person who is:

(a) Employed by an association and is direetly involved in approving
loans made by the association or determining the terms or conditions
under which any specific loan is made.

(b} Employed by an association and is directly involved in approving
transactions, or in determining the terms or conditions of transactions
entered into by the association.

{7 ) “Legal dependent” means a person treated asa dependent for fed-
eral income tax purposes,

(8) “Officer” means a president; vice presuient or secretary, but does
not include any assistant officer, }

(9) “Reportable interest” means an interest in debt or equity of 4 busi-
ness venture other than an mterest

(a) In debt of a business venture of not more than $19 000or 5% of the
assats of the business venture, whichever is greater; or

(b) Of 5% or less of the stock of a corporation or of 5% or less in a
limited partnership.

(10) “Transaction™ fneans a purchase, egreement or contraet, or serjes
of related purchases, agreements or contracts, which result in the receipt
of reverlmg aggregating $30,600 or more by an afﬁhated person, but does
not include: - ) :

(a) A loan; or

(b) An agreement or contract with, or eompensatlon provlded a diree-
tor, officer, employe or other personnel of an association which is custom-
arily related to their employment.

Hislory: Cr. Register, November, 1978, No. 275, eff. 12-1-78; renum. (1) to {3) to be (2) to
{10) and am. (6) and {6}, cr. (1), Reglster, April, 1982 No, 316 eff. 5-1-82; r. and recr. Regis-
ter, December, 1984, No. 348, off. 1-1-85.

. 8-L9.03 Cunﬂ‘n_:t of interest; Restrictions on loans and fransactions.
Register, December, 1984, No. 348
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(1) An association shall notify the commissioner in writing when it
makes a loan for commercial or investment purposes to an affiliated per-
son if the aggregate commercial credif extended by the association to the
affiliated person will exceed $10,000, The notice shall describe all other
extensions of commerclal credit to the person.

(2} An association, service corporation or subsidiary may not make a
loan to an affiliated person if the aggregate amount loa_ned by the associa-
tion and its service corporations and subsidiaries will exceed $100,000
except:

(a) Mortgage loans by the association to dlrectors, officers or employes
or a spouse or legal dependent secured by the borrower's principal resi-
dence are excluded from the caleulation of the aggregate amount of
credif extended.

(b} Loans to an affiliated person for personal, family or household pur-
poses which result in the aggregate amount of credit not exceeding
$25,000 or a greater amount approved in writing by the commissioner
are excluded.

(8) An association, serv1ce corporatlon or submdlary may not make a
loan to an affiliated person unless it is at terms, in the amount and with
an interest rate substantially the same as those prevailing at the same
time for comparable loans made to members of the general public of simi-
lar credit status except:

{a) An association may make a mortgage loan to a director, officer or
employe or a spouse or legal dependent which is secured by the bor-
rower’s principal reszdence at an interest rate not below its current cost
of funds, including all savings accounts and borrowings.

(b) An association may make a loan for personal, family or household
purposes to an affiliated person at an interest rate not below its current
cost of funds, including all savings aceounts and borrowings, if the aggre-
gate amount of credit extended under this paragraph after the loan is
made will not exceed $25,000, :

_ (4) No association may make a mortgage loan prohibited under S
216.21 (17), Stats.

(%) No assoeiation, serviee corporatlon or submdtary may enter mto a
transactmn with an aﬂ:‘tllated person unless:

(a) The assocxatmn has reasonably determined the cons:deratlon,
terms and price for the transaction are at least as favorable to the associ-
ation as eould be obtained from other persons;

“{b) The board of directors of the association approves the transactxon
after full disclosure; and

(¢} The gross amount paid to or revenue received by the affiliated per-
son as the result of the transaction does not exceed .02% of assets of the
assoclatlon or $100,000 whichever is greater, but not more than
$500,000, in an association fiscal year unless the commissioner approves
the transaction in writing before the association, service corporation or
subsidiary enters into it.

{6) (a) An association, service corporation or sub31d1ary may make a
loan to or enter into a transaction with a business venture employing an

Register, December, 1984, No. 348
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officer, director or employe of the association, or the spouse or legal de-
pendent of such an officer, director or employe, w1thout wntten approvai
from the commissioner only if: :

1. The officer, director or employe of the association who is employed
by the business venture or whose spouse or legal dependent is employed
by the business venture does not, in any way participate in approving the
loan or transaction or determmmg the specrﬁc terms or conditions of the
loan or transaction; and - i

2. The loan or transaction is brought before the association’s board of
directors for individual consideration, and is approved by a resolution of
the board before the association is in any way commltted to make the
loan or enter into the transaction.

(b} For purposes of this subsection, any person who receives compen-
sation from a business venture for services rendered asan officer, director
or salaried employe of that venture lS deemed to be employed by that
business venture,

(7) No director, officer or employe may participate in approving, enter
into or accept a loan or transactron which vxolates thls sectmn :

(8) The burden of proof is on the assoclatlon, service corporatlon or
subsrdlary and association directors, officers and. employes to demon-
strate compliance with this section in any action or proceeding initiated
by the commlssroner beeause of a violation.

Hrslory Cr. Reglster, November, 1978 No, 275, eff. 12—1-78 r. and reer, (1), renum. (2) to
ls)g (6) and am. (6) (a), e, (2) to (5), (T) and (8), Reg'lster, December, 1984 No 348, eff. 1 1-

8.1 9.035 Merger, compensatlon (1) Asa condltlon precedent to the
commissioner’s consent to an absorption under s. 216.568 or 215.73,
Stats:, compensation, including deferred compensatlon, to officers, dlrec-
torsor employes of the absorbed association by the surviving associa-
tion; its service corporation or subsidiaries may not be in excess of that
which is reasonable and commensurate with their duties and responsibil-
ities, The application for consent under s. 215.53 or 215.73, Stats., shall
fully justify the compensation to be paid. This subsection applles only to
compensation agreed to or negotlated for in connectlon w1th an absorp-
tion.! : : G

{2) Bxcept as provided under sub. (3) compensatlon is rebuttably pre-
sumed to be unreasonable under sub, (1) if: IERET

(a) A dlrector, officer or employe is to receive a matenal mcrease in
compensation above that paid by an absorbed association prior to com-
.mencement of merger negotlations Ani inerease in compensation in ex-
cess of 15% or $10,000, whichever is greater, is a material increase.

{b) Advisory diréctors of the surviving association who were directors,
adv1sory directors, officers or employes of the absorbed assocmtlon re-
cexve compensatmn ‘which is:

1. For other than meetings attended or services actuaily performed or

2, In excess of an mcrease of 16% above the director fees paid by the
.absorbed association prior o commencement of merger negotiations, un-
less the compensation does not exceed the fee per monthly meeting at-

Register, December, 1984, No. 348
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tended that the advisory directors of the acquiring assoctation receive or
$250, whichever is greater. ' : o

(3.) Subsection (2) does not apply if the surviving associationisa stock .
association and the absorption is approved by a vote of the members or
stockholders of the absorbed association under s. 215.58 or ch. 180, Stats.

(4) Factors the commissioner wilf consider in determining whether the
presumption under sub. (2) is rebutted include, but are not limited to:

{a) The director, officer or employe will significantly increase his or her
commitment to employment with the surviving association, as, for ex-
ample, from part-time employment to full-time.

(b) The director, officer or employe will assume responsibilities and
duties with the surviving association which are significantly different
from and more responsible and demanding than his or her duties prior to
the absorption.

History: Cr. Register, December, 1984, No. 348, eff, 1-1-85.

3-L 9.04 Reporis on interests and involvements in business ventures. (1)
REPORTING REQUIREMENTS. At least once each year the board of direc-
tors of each association shall obtain from each of the association’s of-
ficers, directors and employes, other than employes serving solely as ad-
visory directors, a sworn statement containing the information required
under sub. (2). Each officer, each director, and each employe, other than
an employe serving solely as an advisory director, of an association shall
provide the association with such a staterment and shall disclose any new
reportable interest to the board within one month after its acquisition.

(2) INTEREST TC BE DISCLOSED, The report required under sub. (1)
shall identify for each director, officer and employe and his or her spouse
and legal dependents:

{a) Their reportable interests; and

(b) Each position they hold as a director, officer or salarted employe of
a business venture,

. (3) VALUATION OF REPORTABLE INTERESTS, For purposes of determin-
ing whether an interest is reportable under this section:

{a) The value of uniisted securities traded in the over-the-counter mar-
ket is the average of the bid and asked price.

(b) The value of securities for which no market information is readily
available is:

.1, In the case of common stock or equivalent securities, net worth di-
Vﬁded l;ly }téae number of outstanding voting shares times the number of
shares held.

2. In the case of preferred stock, redemption price, or par or stated
value if not redeemable.

3. In the case of debt securities, the unpaid balance.

4, In the case of an interest in the capital of a parthership, the net
worth of the partnership times the percentage of interest held.

" Register, December, 1984, No. 348
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(4) NATURE OF DISCLOSURE. Reports required under this sectaon need
only disclose the existence of any reportable interest, and need not dis-
close its specific vatue, =+ -

Note: The disclosure requirements of this secuon are patterned after (bul somewhat less
comprehensive than) the disclosures that the state sthies board requires of public officials.

H:slor{ Cr. Register, November, 1978, No. 275, eff, 12-1-78; am. (1) and (2) {intro.), Regrs-
ter, Apn 1982, No. 816, off, 5-1-82: 1. and recr. {2}, Reglster,December, 1984, No. 348, eff, 1.
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